This research aims to focus on how institutional barriers in the Arab region may account for losses in FDI inflows along with their potential technology spillover effects, as well as to show how the deficiency of absorptive capacities serve as an important factor for attracting inflows. The analysis relies on endogenous growth models at an aggregate regional level and a microeconomic firm-level. Findings based on linear OLS regressions, reveal a positive correlation between improved institutional factors and potential FDI spillovers, with significance varying in certain countries. Policy implications involve having targeted FDI policies to enhance absorptive capacities, improving information asymmetry to reduce corruption, and enhancing the labor market regulatory framework to improve human capital development as an incentive for FDI inflows.
Introduction
Foreign direct investment is key contributor to economic growth, both explicitly and implicitly. Investment is a major factor to boost economic growth, however, with FDIs also lead to positive externalities that additionally increase growth levels through their technology spillover effects. When FDIs flow inwards towards a host economy, they also transmit their knowledge and technology; for example, the presence of US-based transnational corporations like Apple Inc. in its manufacturing bases not only adds to the economic growth of the host country by increasing the cumulative gross domestic product (by increasing production and sales), but also boosts economic development by transmitting the technology associated with its products and by providing extensive training to local employees.
This therefore boosts GDP levels as well as human capital development, and may induce further local innovation. These externalities (that the literature most often refers to as "spillovers") emphasize the importance of giving enough recognition to the potential of FDIs as sources of economic growth. This research investigates how institutional factors in the Arab region may act as a hindrance towards FDI spillovers from reaching their full potential. In order to do that, we must first ask, what is the current state of foreign investment in the Arab region? Figure 1 , illustrates a recent decline in FDI levels in the Arab region especially after the 2008 economic crisis. The trend is continuously declining and clearly illustrates the detrimental aftermath of the global crisis on the investment levels as a whole. However, it is important to examine whether FDI levels are low because of the recession or due to other factors? Figure 2 illustrates a trend comparison between the Arab region and other developed economies such as the United States and United Kingdom, the European Union, and other high-income economic groups. The trend line is consistent with FDIs in the Arab region, whereby inflows have decline severely after the 2008 crisis. However, high income OECD countries and the European Union have a substantially larger amount of FDI inflows than the Arab region. It is true that other advanced economies such as the US and UK have similar low levels of inflows, but trend lines in the Arab world seem to have an overall lower level than other economic "groups" such as the high income OECD countries as a whole. Thus, the decline in FDI inflows in the region are most likely due to the effects of the economic recession, as in the trend lines in other economic groups, however, there must be an explanation underlying the overall amount or stock of inflows, that is substantially lower than that of high income OECD countries; this highlights the topic of focus, which is to look at the institutional framework as a major underlying determinant of FDI inflows. Specifically, the investment climate acts as an important indicator got the institutional framework in the region; Figure 3 illustrates the "ease of doing business" in different Arab countries, while comparing the overall trend in the region with more advanced economies (Note 1). The data indicates that in most Arab countries, the procedures to conduct business is often very difficult; some countries are better off than others such as the UAE, Bahrain and Qatar. However, when comparing even the most effective Arab countries in terms of doing business, the data still falls short when looking at developed economies such as the US, UK, Germany and Singapore with a perfect score of 1 indicating a perfectly easy environment for business startups. Thus, although the overall trend in the region is quite low, it is important to look at a sample of firms from each country, to account for differences within the region, which is what the microeconomic firm-level analysis aims to examine the business environments for a selection of Arab countries. Another crucial element of the institutional framework is the quality of governance. The Heritage Foundation indices on economic freedom (Note 2) are important indicators to evaluate the level of government effectiveness in the region. Figure 4 indicates that the results are mixed within the region. Some countries such as Algeria, Comoros, Mauritania and Yemen for instance have lower economic freedom indices. Other countries such as UAE, Bahrain and Qatar have indices closely matching those of other developed economies such as the US and Germany. However, when looking at the subcomponents making up the overall economic freedom score, results may differ; for example, it seems that the majority of the Arab region is falling behind when it comes to the degree of "business freedom" and "freedom from corruption" (Appendix I). This result is consistent with the World Bank ease of doing business data presented above. Therefore, with these statistics in mind, it is evident that although varying in significance within the Arab region, corruption issues along with inflexible investment climates are a major problem. These are major determinants towards incentivizing the inflows of FDIs into the region, and thus deserve to be focused on in this research. Furthermore, our analysis will include both aggregate and firm-level data in order to account for differences within the region pertaining to analyzing FDI spillovers, which is something that has not yet been done in the literature.
Following this overview of the state of FDI inflows and institutional barriers in the Arab region, it is now crucial to link all these elements together and present a comprehensive research illustrating how institutional constraints can hinder not only FDI inflow levels, but also reduce the effectiveness of potential spillovers. Section II presents a selection of the literature clarifying the relationship between growth and FDIs as well as how   0  20  40  60  80  100  120  140  160  180  200 161   61   159 169   126   160   107  100   121   188 176   80 77 65  84   186  158  173   75   32   127 Vol. 9, No. 1; 2017 institutional factors affect spillovers. Section III will explain the theoretical background and data methodology approaches using endogenous growth models. Section IV will briefly present a description of the regional and firm-level data used in the analysis. Section V will include the empirical data analysis for both aggregate regional data, and firm-level data. Finally, Sections VI, VII, and VIII will cover concluding remarks, a selection of policy implications and short notes regarding further research in this area.
Literature Review
This section will present a selection of the literature that will first clarify the relationship between foreign direct investment (FDI) and economic growth. Second, the notion of associated "spillover" effects with recipients of FDIs is highlighted. Third, how the investment climate might act as a factor affecting the growth potentials of FDIs is presented. Fourth, a presentation of literature exploring different models to measure technology spillovers from FDIs will be analyzed. Finally, the review will examine how this relationship between FDIs, spillover effects, and economic growth has been explored within the Arab region.
Foreign Direct Investment (FDI) and Economic Growth
Foreign direct investment has been linked to economic growth, especially in terms of the "positive externalities" that are associated with its presence. The impact of FDIs on economic growth had first taken focus in new endogenous growth models, focusing on the works of Romer, Lucas, and others, following the "neoclassical" theories supported by Solow, and Cobb-Douglas, which didn't fully recognize the effect of FDIs on technology; these models and their techniques will be examined further below. Upon the introduction of these endogenous growth models, many studies have begun to examine the relationship between growth and FDIs. For example, a study examining the impact of FDIs on the economic growth trends in Indian and Chinese economies found a positive impact that contributed to an increase in per capita income (Iqbal et al., 2013) . Moreover, the World Bank indicated the importance of FDIs in contributing to the development of Sub-Saharan African countries (Farole & Winkler, 2014 The answer to this question lies in analyzing the impact of FDIs on "technology" which can also be represented as a proxy for human capital (skills, or "knowledge"). This idea takes is linked to the new endogenous growth theories discussed above. Following Solow and Cobb-Douglas models (neoclassical) that focus on capital accumulation as the main contributor to economic growth (Romer, 2012) , it is necessary to refer to models that recognize an underlying factor contributing to growth, i.e. exploring the element of technology or knowledge. The endogenous growth theories therefore can be relied on to explain the impact of FDIs on the element of knowledge and hence, on economic growth (Romer, 2012).
FDIs and Spillover Effects: Analyzing Technology Spillovers
After recognizing the important relationship between FDIs and economic growth, the next step is to now build upon the arguments brought about by these new endogenous growth theories, and investigate how FDIs may lead to economic growth through the element of technology. Based on a survey of the literature, studies have indicated a "spillover effect" or a positive externality on host countries from FDI inflows. This spillover effect has been in the form of technology transfer. For example, referring back to the study by the World Bank, results show that FDIs in developing countries serve as valuable sources of knowledge and technology that assist in developing local economic units (Farole & Winkler, 2014, p. 247) . Furthermore, when examining a study on FDI impacts on Mexico and Costa Rica, FDIs have a positive impact "at the macro level through increases in investment, employment, foreign exchange, and tax revenue, and at the micro level through positive spillovers that will advance the host country's knowledge-based assets" (Paus & Gallagher, 2007, p. 54) . A study by Amann and Virmani (2015) ensures the impact of FDI on productivity growth across OECD countries. A theoretical paper by Perri and Peruffo (2016) argues that the model of FDI knowledge spillover should include the macro-level as well as micro -level aspects of spillovers. A study by Wang, Ning, Li. and Prevezer (2016) finds positive influence of FDI on technological spillovers in China. The later result is also consistent with Wang, Liu, Cao, and Wang (2016) where technology spillover is found across varies industrial sectors in China.
Additional studies by De Mello (1999), Obwona (2001) and Borensztein et al. (1998) , all emphasize the potential of FDIs on contributing to the transfer of technology to host countries, and even suggest that this contribution may account for growth more than domestic investment would (Hussien, 2009). Again, in making this argument, ijef.ccsenet.org
International Journal of Economics and Finance Vol. 9, No. 1; 2017 the endogenous growth models were used to examine FDI impacts on knowledge spillovers. Thus, based on these findings, it can be concluded that one of the ways in which FDIs lead to economic growth is through the transfer in technology (which support the ideas in the endogenous growth theories). The next step is to examine the extent in which FDIs can lead to these positive externalities, and what factors would affect the magnitude of these spillovers.
Analyzing the Relationship between FDIs and Institutional Capacities
When analyzing the impact of FDIs on economic growth, it is clear that some shortages might occur in terms of how much FDIs contribute to knowledge spillovers. Thus, under what conditions would FDIs lead to positive technology spillover effects? According to the World Bank's report on FDI spillovers in Sub-Saharan Africa, there exist constraints that categorize into: foreign firm characteristics, domestic firm characteristics, transmission channels (supply chains, labor turnover, market restructuring), host country factors and institutional frameworks (Farole & Winkler, 2014) . Specifically, in chapter three and four of this report, Farole and Winkler (2014) uses an empirical approach to evaluate which absorptive capacities facilitate FDI linkages, by using simple regressions to clarify the impact of this factor on FDI spillovers (pp. 71, 97). Having clarified these important factors, it is apparent that the "absorptive institutional capacity" in the host country is a major factor towards fully realizing FDI positive externalities. This factor has been emphasized in a research by the OECD investigating the potentials of FDIs in China; by using a simple production function (measuring FDI as an exogenous variable impacting the endogenous variable, output), the study concluded that the quality of FDI inflows along with the complementary assets in host regions are main determinants of knowledge-based externalities (Fu, 2008) .
Furthermore, another study by Paus and Gallagher (2001) investigates the missing link found in FDIs in Costa Rica and Mexico; the results indicate that the missing links involve poor government strategy to direct the potentials of FDIs into their governing and economic system, as well as the failure of local institutions to provide supportive inputs that meet the standards of inflowing transnational corporations (TNCs). This again emphasized the role of institutional variables in contributing to the host country's "absorptive capacity" which will in turn lead to positive FDI spillovers (2001, p. 58) . Moreover, another study investigates investment climates by using the World Bank's "ease of doing business" indicators, and focusing on a selection of developing countries (Bayraktar, 2013) . The methodology used was a simple correlation matrix, which would examine the effects of "ease of doing business" indicators on FDI levels; results indicated that countries with less constraints towards doing business tend to attract more FDI inflows (2013).
This concept has also been emphasized in a study examining FDIs in China and India; results indicated that economic activity, infrastructure, political system, and the business environment of the host country were major factors affecting FDI levels (Iqbal et al., 2013) . Therefore, when looking at all of these studies, it is clear that there is an important correlation between institutional capacities and the potential of positive FDI spillovers, or externalities. This in turn makes it worthwhile to consider this factor when analyzing FDI spillovers for the case of the Arab Region.
FDIs, Spillovers Effects and Economic Growth: The Case of the Economies of the Arab Region
The literature also covers research in this topic pertaining to the cases in the Arab region. A study examining the effects of FDIs on GCC economies using a heterogeneous panel analysis, results in findings that align with the propositions of the endogenous growth theories (Al-Iriani, 2007) . Furthermore, supporting the arguments about institutional capacities, this paper also states that GCC countries can further benefit from FDIs improving their transparency, policies, legal systems, and institutions (Al-Iriani, 2007) . Furthermore, a study examining the effects of FDIs on 16 Arab countries using a dynamic panel analysis, concludes that the current impact of FDIs is limited or negligible; however, it also mentions that findings indicate factors that are hindering the positive potential benefits that FDIs offer these countries such as financial development, trade openness, human capital and infrastructure quality (El-Wassal, 2012) .
Another study by Al-shammari, Al-halaq, and shammari (2016) investigates determinants of FDI inflow for Kuwait. they find that macroeconomic factors such as of market size, economic development, financial deepening, infrastructure development, openness are in the long and short runs related to FDI inflows in Kuwait.
Other studies in the MENA region also indicate that institutional variables such as property rights for example, are one of the key determinants of FDI inflows in the region (Mohamed & Sidiropoulos, 2010 Thus, this literature review has presented a background supporting a positive relationship between FDI and economic growth, through its ability to provide technology spillover effects. Furthermore, institutional capacities act as major factors impacting the full potentials of FDI knowledge spillover effects. These relationships were then supported by taking a look at new endogenous growth theory models and some international trade theory models. Finally, the implications of these relationships and concepts in the context of the Arab region were examined. Now that these factors, relationships, and concepts have been identified, it is time to apply a selected methodology to investigate FDIs and knowledge spillovers taking into consideration institutional capacities as a major barrier, for the case of the Arab region.
Methodology
The main approach in analyzing the impact of institutional factors on FDI spillovers is to divide the analysis into two levels; an aggregate, macroeconomic regional-level analysis, and a microeconomic firm-level analysis. This will provide a holistic analysis of the performance of FDIs in the region given the environmental (institutional) factors that may differ from one country to another. Models will be based on the concepts explored in new endogenous growth theories to compute the spillover effects at the firm-level and regional-level starting off with the general production function as a base, =
in which Y (output) is a function of A (technology), L (labor), and K (capital) (Note 3). Building on this basic production function, the general form of the endogenous growth model can be derived,
in which the growth of technology or knowledge ( ) is a function of the stock of capital, labor, and technology (Romer, 2012). Thus, it is "endogenous" since the stock of knowledge ( ) is a variable affecting the growth of knowledge ̇( ). In using this concept, it is possible to analyze the impact of the stock of FDI inflows (representing the stock of knowledge ( ) ) on FDI spillovers (representing the growth of knowledge ̇( )) while considering control variables as well as variables representing institutional factors. For the regional analysis, adapting the same concept of the general endogenous growth model, the industry value added as a percentage of GDP serves as a proxy for FDI spillovers. Control variables affecting spillovers include gross capital formation as a percentage of GDP , labor productivity (or GDP per person employed as reported by the World Bank), trade openness (or trade as a percentage of GDP), and economic growth (or annual percentage growth rate of GDP at market prices based on constant local currency). The stock of FDI inflows (net inflows in current US dollars) as well as proxies for institutional factors that might affect FDI spillovers will also be included within the model. The regional-level model is expressed below,
For the cross-country firm level analysis, the endogenous model will take the following form (Note 4),
The dependent variable represents net annual sales (total sales minus the total cost incurred, which reflects the "value added" for the firm) for time period i and industry j. For the case of the independent variables, represents the ownership share of private foreign individuals, companies or organizations, refers to labor productivity (effective labor) which is quantified by using values for the education level of the firm's employees and managers. Moreover, represents capital formation within the firm quantified as the net value of assets after depreciation for land and buildings, and represents institutional factors facing the firms.
Data Description
For the regional model, the selected variables are all extracted from the World Bank's World Development Indicators 2015 database, with proxies for institutional barriers extracted from the World Bank's Worldwide Governance Indicators database. This regional panel dataset is comprised of 12 Arab countries (Note 5), with time series ranging from 1996 till 2014; data gaps do exist according to the availability of data for each country (Note 6). For this microeconomic analysis, data is obtained from the World Bank Enterprise Surveys for five Arab countries (Note 7) for years 2013 or 2014, depending on the latest survey datasets available for each country. Variables used as proxies reflecting institutional factors are based on survey responses by firms on how severe a certain obstacle is in hindering their performance. These five countries are also included in the regional, aggregate analysis, and will therefore provide clearer idea of differing trends within the region in terms of the ijef.ccsenet.org
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Empirical Results and Analysis
Having set the aggregate regional and firm-level endogenous models, it is now important to direct the analysis towards a linear ordinary least squares (OLS) regression analysis, which will identify the impact of selected institutional factors on the potential magnitude of FDI spillovers.
FDI Spillovers in the Arab Region: An Aggregate Regional Analysis
Starting off with the regional endogenous growth model, the results below indicate findings corresponding to what the literature has reported. FDI inflows are significantly positively correlated with the industry value added variable. This supports the notion of the endogenous growth theory in which the stock of technology is an important factor affecting the growth of technology (or spillovers). Having this finding be consistent with the theoretical base, it is possible to look at how other factors affect FDI spillovers. The most surprising result is having one of the control variables, trade openness, be significantly negative to the industry value added. This result could be explained by the fact that the majority of the data sample countries are importers; a deficiency in an economy's trade balance usually negatively affects growth or output, which is the case in this model. Labor productivity measured as GDP per person employed serves as a factor significantly and positively affecting spillovers which is consistent with the theoretical model. Looking at the variable of interest, the value of "regulatory quality perception" is selected as a proxy for institutional factors (extracted from the Worldwide Governance Indicators database). In this case it is clear that as regulatory quality is enhanced, FDI spillovers will increase (because of the positive and significant relationship between the variables). Similar results were obtained when looking at other governance variables such as "government effectiveness," "control of corruption," "law perception" and "voice accountability" (results in Appendix III). Therefore, based on these aggregate empirical results, institutional quality is a major factor in determining the effective magnitude of FDI spillovers on the economies of the Arab region. Hence, these results are consistent with the major propositions of the endogenous growth model. This empirical model reported to have a 76.9% adjusted R-squared value, indicating a strong model with exogenous variables effectively explaining their effects on the endogenous variable.
FDI Spillovers in Arab Businesses: A Firm-Level Analysis
The firm-level analysis will focus on the impact of legislative or institutional constraints on the performance of a sample of firms, in terms of accounting for the percentage of firms with international ownership. For the case of this analysis, it is important to see the extent in which FDIs are an important part of the performance of the firm or not, for each Arab country. Starting off with Jordan (2013), the results below (Note 8) indicate that the presence of foreign ownership in local firms have a significantly positive effect on business' net sales, which supports the endogenous growth theory whereby FDI spillovers lead to greater productivity and growth (here demonstrated at a firm-level by increased sales). Moreover, there are positive significant relationships between other control variables such as capital stocks, and direct exports (a proxy for trade openness from our general endogenous model). When looking at the variables of interest, the only significant institutional factor that affects net sales in businesses in Jordan is corruption; this infers that local enterprises face corruption as a major obstacle towards their growth (based on their survey response), and that higher corruption weight thus transcends into lower sales (explaining the negative coefficient). Hence, results in Jordan support this paper's hypothesis and are consistent with the aggregate regression model. Moving on to the case of Egypt (2013), the results are more ambiguous, especially in terms of the significance of the presence of foreign shares (FDIs) to the total sales (Note 9) outcomes of local firms. This can be explained by the politically unstable environment in Egypt, especially after the Arab Spring movement. Thus, FDI inflows may not be an important factor in determining the direction of sales in local firms because of its lack of presence. The estimated correlation index between sales and foreign ownership shares is 0.043, which indicates a positive but insignificant relationship. Similar findings were obtained when analyzing Tunisia (2013), with a correlation index of 0.013 between sales and foreign ownership.
For the case of Lebanon (2013), the regression results (Note 10) show significant relationships between our control variables (foreign ownership, capital stock, and direct exports) and total annual sales, however, the significance of the institutional variables of interest are absent. Although variables such as informal competition, business licensing, corruption and labor regulations are negatively related to the performance of businesses (i.e. negatively affecting the potentials of FDI spillovers), there are not significant. Thus, in this case, factors other than institutional constraints explain hindrances towards FDI spillover performance. Mauritania (2014) exhibited results (Note 11) similar to Lebanon, with significant contributions of FDIs to total annual sales (spillovers), however, the only significant variable of interest is access to finance as an obstacle. Thus, institutional framework may not be as important in affecting FDI performance, in comparison to financial resources. However, institutional and financial constraints are interrelated; therefore, even though institutional variables of interest below don't exhibit significant relationships, this doesn't completely negate their importance. Having a stable institutional environment can help relieve financial obstacles within the economy. 
Conclusions
According to endogenous growth theory models and empirical case studies, FDIs are important contributors to economic growth especially in terms of their potential knowledge spillover effects. Much of the literature has pinpointed institutional constraints as major obstacles affecting the positive externalities of FDIs on growth, especially in terms of the host economy's "absorptive capacity" or its ability to handle advanced, incoming investment from abroad. When analyzing the case of the Arab region, there is a recent decline in the inflows of FDIs, and this research aims to analyze why this decline might have occurred, by focusing on the investment climate as a determining factor of incentivizing foreign investment. The analysis showed that both at a regional and firm-level perspective, institutional constraints are in fact major factors to consider when analyzing their impact in attracting FDIs; variances in significance differ from one country to another usually depending on the political nature of the country or its economic framework.
Based on the firm-level analysis, for some Arab countries within the region, FDIs play an important role in increasing firm-level performances, as shown by increased total or net sales; these highlight the potential of knowledge spillover effects that the endogenous growth model supports. However, these spillovers are less significant in some countries especially those with recent political instabilities arising from the Arab Spring aftermath, due to the fact that the actual FDI stocks may be significantly lower than other countries. Furthermore, some countries account for factors other than institutional barriers to affect the performance of their FDI spillovers, but as mentioned above, it is important to note that different categories of barriers are closely related and are often interdependent, thus not completely considering institutional constraints as negligible.
Policy Recommendations
Based on the obtained results, the institutional framework is an important barrier towards the potential of positive FDI spillovers on the economies of the Arab region (especially in terms of the quality of governance), even though it may be less significant in certain Arab countries. Thus, it is crucial to examine potential policy proposals aiming to relieve these institutional barriers to FDI spillovers. This paper's findings are generally consistent with the literature, hence emphasizing the need to focus on the "absorptive capacity" of these economies, as clarified in the World Bank report on FDIs in the sub-Saharan African region (Farole & Winkler, 2014) .
A crucial approach to improving the absorptive capacities is to have targeted FDI policy actions, whereby incentives are enhanced for inward FDI flows, while simultaneously attracting their spillovers towards the region's economic growth. The importance of having such targeted policies is accentuated in economic theory as well as within the literature covering this topic; FDIs are an important contributor to holistic economic growth and development, and targeted policies aiming to improve their performance, can be especially beneficial for economies in the region that need a diversified source of growth (such as oil-exporting GCC countries).
As demonstrated by the endogenous growth model, the technology spillovers arising from FDI inflows has an implicit impact of growth through the transfer of "knowledge." This can in turn enhance human capital levels, innovation, and other forms of development. Having this can of diversified source of growth (even though it is indirect or implicit), can be extremely beneficial for non-diversified economies of the GCC region for instance.
In determining how to set the preferred set of targeted policies, we must first examine the different components that make up an economy's "absorptive capacity;" these components are comprised of many different factors that are interdependently related (Farole & Winkler, 2014) . Specifically, the absorptive capacity links the institutional framework as well as firm-level characteristics into ultimately affecting the outcome of FDI spillovers. Policies to tackle the subcomponents under these two broad categories include emphasizing the government's role in institutional development.
For example, the government should work to develop "an environment that supports the growth and dissemination of innovative technologies for and by SMEs to take advantage of the knowledge-based economy" (Emine, 2012, p. 28) . Moreover, government policy plans should "maintaining close integration" between the policies pertaining to private sector businesses and to that of general economic policy; this consistency within general economic policies would create a more stable environment for these businesses to further develop within the scope of the general economy (Alasarg, 2006, p.11) ; more developed businesses will in turn enhance the absorptive capacity, thus attracting more FDIs. Attracted FDIs would eventually lead to even further growth through the transmission of positive externalities. Other targeted policies should also ease institutional constraints and enhance investment climates; for example, in the region, the "ease of doing business" as shown above, ranks well below the average levels, thus dampening the potentials of FDI inflows and spillovers. Targeted policies aiming to enhance regulations for startups are an essential component of an economy's ijef.ccsenet.org
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Other major factors pertaining to the Region's absorptive capacity relates to the problem of information asymmetry. Research has noted that transparency issues are important impediments towards businesses in the Arab world; thus, policies aiming to maintain stability and transparency within institutions in the economy must be considered. Certain studies also recommended the creation of a line of communication between various organizations and bodies responsible for the development of local enterprises (Alasarg, 2006, p.13) . This communication should be inter-sectoral between businesses, government institutions (like public funds, ministries, etc.), and even financial intermediaries. Having a clear correspondence between these different sectors can help reduce information gaps, thus creating a more attractive investment climate for FDIs. Furthermore, this is also related to corruption; policies directed towards eliminating or reducing corruption levels are important for the effectiveness of FDI spillovers in the Region, as revealed in the empirical results. Policies that reduce information asymmetry will in turn reduce corruption levels, since illicit actions will be transparent, thus incentivizing each sectors to act within the rule of law.
Another important policy area to consider is in terms of enhancing human capital levels in the region. Human capital serves to be an important component of the absorptive capacity framework (Farole & Winkler, 2014) . According to the data from the World Bank's World Enterprise Surveys, underdeveloped skills, education, and experience (which are tenets of human capital development) seem to be the most important managerial obstacles cited in the Arab world; undereducated workers can not only contribute to lower revenues, but can also contribute to lower employment contributions as a consequence of lower sales. Foreign investment would not flow inwards towards economies with a shortage of human capital, since these economies would not be able to "absorb" the advanced level of these investments. Policies to enhance human capital skills is a vast area which includes many subcategories; for instance, policies may be as broad as improving the education system in the region, the school-to-work transition, and as narrow as improving at-work training programs for employees.
Since this research pertains to handling the institutional framework aiming to improve the absorptive capacity, policies can include improving regulations in the labor market that ease school-to-work transitions for fresh graduates. The labor market structure is facing severe problems in terms of having correct "signaling" between the supply (graduates from universities) and demand (businesses in the labor market) elements in the region (Faour, 2015) ; thus, enhancing institutional factors such as solving problems of meritocracy deficits in the labor market, is necessary to ensure the optimal human capital development, therefore enabling foreign investments to benefit from local talent and skills. Another policy direction would be improve financial resources for businesses by having cooperation between public and private educational and research institutions as that would increase the educational and technological capabilities of SMEs (Emine, 2012, p. 28) . This cooperation between the two sectors would be essential to overcoming managerial barriers faced by local businesses; certain cooperative decisions may include working on creating efficient training programs in areas that employees need the most for instance. All in all, these policy implications will enhance the business climate to allow the local businesses to thrive in the region, while simultaneously multiplying the potential for growth by attracting FDIs with their growth-promoting spillovers.
Further Research
Although this research has provided sufficient evidence on the importance of improving the institutional framework in the Arab region, there are many shortages that may be taken into consideration in attempting future work in this research area. Further studies would include a larger sample size, a wider selection of variables of interest (especially proxies for determining factors of FDI spillover performance such as R&D investments in the Arab region), and may even include analyzing other dimensions aside from institutional quality, such as foreign firm characteristics, or the labor market supply and demand channels. Furthermore, additional analyses on comparing intra-industry data results within selected Arab economies may provide interesting insights as to which industry or sector would most benefit from FDI spillovers. 
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